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Good evening. | am pleased to have the opportunity to address this distinguished group of nuclear
industry leaders and would like to thank Ralph Beedle for hisinvitation. As Raph requested, my remarks are
focused on the revised reactor oversight process. Before | begin my remarks on this subject, however, |
would like to reflect briefly on some of the events of the past year.

Oveview

| have just completed my 11th month as Chairman of the Nuclear Regulatory Commission.  Although
the time has flown by swiftly, | am struck by the sgnificant changes within the nuclear power indugtry in this
brief period. As the economic deregulation of eectric utilities proceeds, we are seeing significant
restructuring among our licensees and the start of the consolidation of nuclear generating capacity among a
smal group of operating companies. This has no doubt brought significant changes to the lives of many of
those in this room.

Even more griking than industry consolidation is the changing attitude, at least in the business world,
toward nuclear power. Only a short time ago, pundits claimed that the deregulation of eectricity markets
would result in the premature decommissioning of many nuclear plants. Now, in contrast, agreat ded of
attention is focused on reactor license extenson.  We now expect that as much as 85 percent of the current
fleet will be the subject of gpplicationsfor license extensons.  If these are successful, our existing plants will
contribute to our Nation’s energy security wdll into this century. In the last few weeks, there even has been
talk of new congruction in the United States.  In short, in the course of asngle ayear, we have seen a
remarkable change in the atitude toward nuclear generation in this country.

Unfortunatdly, | cannot claim that these developmentsin the nuclear industry can be causdly
connected to my assumption of the chairmanship of the NRC. The credit must go to an industry that has



achieved remarkable gains in both economic and safety performance over the past decade.

Nonetheless, | believe that the NRC has played arole in setting the stage for the change we are observing.
We have tried to establish aregulatory system that isfair, that is understandable, that is predictable, and that
reaches its decisons with reasonable digpatch. | hope this regulatory environment has helped to facilitate
vauable change. Perhaps equaly important for the longer term, we have embarked on ajourney to
reexamine our regulatory foundations in a fashion that should alow further improvement in our processes. It
isthis process of change on which | will focus this evening.

NRC Priorities

Before | turn to what is changing, however, let me first emphasize the unchanging bedrock on which
we must build our regulatory sysem. The fulfillment of the promise of nuclear energy is crucidly and
absolutely dependent on the maintenance of safe operations.  The NRC's-- and the industry’s -- highest
priority must be the protection of public hedlth and safety. If wefall in thisjoint obligetion, the emerging
optimism about nuclear generation will quickly disappeer.

To accomplish its mission in the coming years, the Commission has established a set of four srategic
objectives to maintain safety, to increase regulatory effectiveness and efficiency, to reduce unnecessary
regulatory burden, and to increase public confidence. In order to define how to achieve these objectives, the
Commission recently published its Strategic Plan for Fisca Y ears 2000 to 2005. The plan describes how we
intend to accomplish our misson in terms of fundamenta principles and srategies, and sets out both goads and
measures to enable us to gauge our performance. The firg and highest priority-- maintaining safety -- reflects
our commitment to ensuring that good safety practices are utilized in the management and operation of nuclear
feclities Thiswill be aggnificant chalenge for the NRC and for our licensees during atime of consolidetion
and increased economic pressures.

To address the second and third objectives -- increasing effectiveness and efficiency and reducing
unnecessary regulatory burden -- the NRC is seeking to focus attention on issues of the highest safety
ggnificance. To accomplish this god, the Commission is utilizing probabilistic risk assessments, sometimes
cdled probabilistic safety assessments, astoolsto “risk-inform” our activities and regulations.  Thesetools
are not free of uncertainties and thus they are used to inform our processes and decisions, not to provide the
sole basisfor them. | will say more about this effort in a moment.

Findly, we must recognize that building and maintaining public trust is criticd to the achievement of
success. The NRC must both be and be perceived to be an independent, open and conscientious regulator.
To achieve thisam, we must make public participation in the regulatory process more accessble and we must
be objective in our examination of nuclear power plant performance.

Achieving these objectives presents specia chdlengesin atime of trangtion. We must be ready to
adapt, as appropriate, to the effects of changing financial pressures on our licensees -- pressures to cut costs
coupled with pressures to achieve improved operating performance. NRC' s focus on our mission and our
performance gods as articulated in the Strategic Plan should serve as our guide through this turbulent period.
Because we intend for the Plan to be aliving document that will dlow us to accommodate and adapt to



changing circumgances, | invite your further comment and advice onit.

Informing Decisons with Understanding of Risks

As| mentioned, one of the key strategies for accomplishing our godsis to risk-inform our reguleations
through the use of Probabilistic Risk Andlyses or PRAs. In addition to the revison of the oversight program
that | will discussin detall in amoment, we have initiated a program to eva uate the technical bases that
underlie the requirements in 10 CFR Part 50 and to modify them, as gppropriate, to focus on safety-significant
issues. For example, we are moving forward with risk-informing so-caled “ specid treatment” requirements,
such as equipment seismic specifications and environmental qudifications. Other ongoing initiatives include the
revison of the regulaions or regulatory guidance governing decommissioning and fire protection. | envison a
decade or more of work to gpply safety ingghtsin the reform of our regulatory requirements.

Aswe move forward with increased use of risk-informed techniques, we must dso undertake the
effort to explain our activities. Any modification of our regulatory processes cannot be satisfactorily achieved
without acceptance of the gpproach by our staff and by our stakeholders. That iswhy the NRC is conducting
mandatory PRA training for saff, holding workshops with the industry and the public, and generdly reaching
out to ensure our effortsin this area are both visible and understandable.  We need to establish an
understanding of our approach so that our stakeholders, including the genera public, have confidence that our
efforts to modify regulaions are not whimsicd, or designed to favor or to harm licensees, but rather are firmly
based on the best informetion that is now available using the best andytica tools.

The NRC is committed to work to resolve the issues associated with risk-informing our regulations on
apriority basis and to develop solutions in collaboration with our stakeholders. My vison for the final product
of this complex processis aregulatory sructure that is more aigned with safety, more internaly consistent,
and easer for our licensees and the public to understand and our staff to implement. Asthe process moves
forward, | believe that the overal regulatory burden will be reduced without sacrificing safety.

Reactor Oversight Informed by Risk

The NRC's Revised Reactor Oversight Processis an outstanding example of what can be
accomplished through the collaborative work of the NRC and its stakeholders. We have made significant
progress over the last severd years in the development, pilot testing, and initia implementation of this process.
In light of the fact that we have completed the first Sx months of the initid implementation, it perhapsis now
appropriate to reflect on our progress and the areas that have been identified as requiring further refinement.

Asyou know, the NRC has been widdly criticized over the years for the way in which it has evauated
the performance of licensees. The eva uations were often viewed as subjective; licensees were at times
surprised by the NRC findings and believed that NRC' s conclusions were not supported by objective
indicators of performance. Licensees perceived that ingpectors imposed additional requirements that went
beyond regulatory requirements. And the process was Sseen as too “retrogpective,” often producing outdated
assessments of licensee performance.  Asaresult, licensees believed that they were not given due credit for
the current performance of facilities. Moreover, the public did not understand our inspection process, with the



consequence that the process did not serve to inform public opinion adequately.

In response to these criticiams, the NRC chose to develop a new process for assessment of licensee
performance. The goad was to have a process that would provide a more objective and understandable
evauation of plant performance, with afocus on operationd aspects that were of the highest safety
sgnificance. The development of the revised reactor oversight process involved a significant effort by the
NRC, NEI, nuclear utilities, and other externd stakeholders, including public interest groups. As areault, the
new oversight process can properly be seen as the product of a collaborative effort.

Nonetheless, when the revised process was gpproved for use across the fleet of plantsin April of this
year, the Commisson described its action as “initid implementation.” Thiswas a carefully chosen phrase,
which was intended to capture the fact that adjustments and mid-course corrections would be necessary and
appropriate. Minor adjustments have been made. But we are so aware that more substantia adjustments
may be necessary to further improve the oversight process.

Our review of progressto date, and those of various stakeholders, have identified four areas that
warrant additional consideration. These areas include performance indicators, fire protection, reactor security
and the documentation of cross-cutting issues. | will discusseachinturn.  Let me smply note, however, that
at the time of the implementation of the new program, | had expected far more problems than we have in fact
encountered.  Although there are issues to be addressed and problems to be corrected, the relatively smooth
initid period of implementation is a credit to the foresight of the gaff, the industry, and the other stakeholders
in designing the system.

Performance Indicators

Performance Indicators -- or PIs asthey are often caled -- have proven in genera to be useful tools
for assessment of licensee performance. Comments from the industry indicate that the program is managegble
without undue effort. The results of our inspections have shown that licensee personnel generdly understand
the guidance documents and the reporting requirements. Our ingpections in this area have not identified
sgnificant problems, which gives us confidence in the accuracy of the data we are receiving.

While we are satisfied with the overdl concept of PIs, we recognize that further improvements should
be made. The god isto have indicators that provide data which, when combined with inspection results,
serve to represent overall licensee performance accuratdy, while at the same time not leading to unintended
consequences. PIs associated with initiating events and mitigating systems have been identified as requiring
further improvement. While we are actively working with stakeholders to develop improved PlIs, the process
of revisng a Pl is expected to take at least 6 to 8 months so as to assure that any new Pls do not creste new
problems.

For example, we have been working with an industry group formed by NEI to revise two PIs, both of
which dedl with reactor scrams. Somein industry expressed concern at the time of initid implementation that
the original Pls sent the wrong message to plant personnd, potentialy providing incentives for an operator to
make decisons with adverse safety consequences. The revised indicators will be subject to pilot testing a
about 20 stesin the near future. NRC staff is assured that these revised PI's continue to meet the intent of the



origind indicators, so that information adequate for assessing performance will il be obtained, but will not
provide unintended incentives. Of course, externd stakeholder input will be solicited in the development and
piloting of revised Pls.

Another indicator that needs to be changed isthe PI that tracks scrams followed by aloss of normal
heat remova. With certain plant designs, an uncomplicated reactor trip can result in the isolation of severd of
the “norma heet remova” systems. At these facilities, dthough the plant might respond to a shutdown as
designed, the event would nonetheless count againgt the PI. The origina formulation of this Pl unnecessarily
pendized certain licensees because of such design features, and the Pl will be changed accordingly.

The Pl associated with the initiating events cornerstone, * Unplanned Power Changes,” isaso seento
have potentia unintended consequences. While arevison to that Pl is not asfar dong as the two scram-
related PIs, the aff isworking with the industry to develop an dternative that can be pilot tested in the near
future.

Another issue relating to Performance Indicators concerns the unavailability of safety sysems. Vadid
guestions have been raised regarding the way in which we count safety-system out-of-service time against
both the Pl and the Maintenance Rule god's and the way in which unavailability is caculated. There are dso
inconsgenciesin the way in which “unavallability” is assessed in the maintenancerule, inthe P, and in the
counterpart WANO indicator. An industry working group sponsored by NEI has been established to
address these problems. The NRC will continue to work collaboratively with the group and other
stakeholders to develop solutions to these issues.

Fire Protection

The second area associated with the reactor oversight process that warrants additional consideration
isfire protection. Questions have been raised regarding ingpections to examine the effect of dectricd faults
on equipment associated with safe shutdown. Asyou may know, NEI and the BWR Owner’s Group are
engaged in an initiative to enable better definition of dectrica fault characteridtics rdated to fire protection and
safe shutdown. Asaresult, the NRC has decided to postpone inspectionsin this area and to take no
enforcement action while work isin progress to resolve these circuit andysis issues.

A second issuein the area of fire protection that warrants attention concerns the use of the
Significance Determination Process (or SDP) for fire protection findings. Although the fire protection SDPis
congdered to be sufficient for evaluating findings, additiona guidance is needed to ensure that it is applied
consstently and gppropriately. It appears that the staff at times has used overly conservative assumptions and
unredlidtic fire scenarios in characterizing the potentia impact of fire-related inspection findings. Better
guidance is being developed to clarify these issues with the god of ensuring the SDPis utilized in a consstent
and predictable manner.

Reactor Security

A third area that warrants further consideration concerns the trestment of reactor security. | am
aware that stakeholders have raised anumber of issues as aresult of the manner in which Operationa



Safeguards Response Evduations (or OSRES) are conducted and results are evaluated.

Let me begin by saying that the Commission recognizes that a substantial amount of work remainsto
be done in connection with the NRC' s gpproach to security, wholly apart from issues related to inspection.
| am particularly mindful of the fact that our policy on security matters has not been transparent and that we
have not been consstent in our requirements.  Although the design-basis threet

defined in our regulations (10 CFR Part 73.1) has been fairly stable, the adversary characteristics that define
the details were reveded to licensees in the past only in the context of an OSRE and have varied over time
and from gteto ste. In short, we have not had a disciplined process within the NRC to define the
fundamenta obligations of our licensees and we have not clearly and consistently communicated our
expectations.

Asafirg step, the Office of Nuclear Reactor Regulation has sought to communicate a common set of
guidelines that will be used for future OSRES.  For example, the staff has developed and transmitted the
specific list of adversary characteritics to the industry. We have received positive feedback as aresult of this
action and believe it has helped to dlarify the agency’ s expectations. The staff is aso working diligently with
its stakeholders to enable the agency’ s endorsement of an acceptable Safeguards Performance A ssessment
Program, which could replace the OSRE program as an interim pilot program.  In short, we are working with
our stakeholdersto bring predictability to the existing program. We will dso continue to efforts to improve
communicaionsin thisarea

For the longer term, the Commission is engaged in rethinking our fundamentd policiesin the area of
security requirements.  The Commission isworking with the saff in developing a process for the systemétic
evauation of the design basis threat and the adversary characteristics to which our licensees are expected to
respond.  We now await arulemaking plan from the staff on the revison of
the regulation that defines licensee obligations for security (10 CFR Part 73.55). | expect that the
Commission will devote congderable effort in this area over the coming months.

Let me now turn to the classfication of the findings from the OSRES in the reactor oversght process.
The origind gpproach for determining the sgnificance of the OSRE findings was to use the reactor SDP to
as=ss the significance of the equipment disabled by the adversary force. 1t has turned out, however, that this
approach was somewhat misguided; we did not gppropriately consider some of the unique aspects of OSRE
exercises and their impact on traditiona risk andyss.  Asaresult, the Saff is currently reviewing dterndive
approaches for determining the significance of these security-related findings. | expect adjustmentsto be
madein thisareaas well.

Cross Cutting Issues

A fourth aspect of the new reactor oversght process that is undergoing consderation isthe
documentation of cross-cutting issues as so caled “no-color” findings. From the start of the revised process,
the Commission recognized that some issues should be documented even though they could not be eva uated
under a specific cornerstone and its associated SDP. To address this concern, the new program
contemplated that substantive cross-cutting issues -- such as those relating to human performance, problem
identification and resolution, or a safety-conscious work environment -- could be documented in ingpection



reports. Since these issues are not typicaly processed for risk characterization by the SDP, they are not
assigned a color to reflect the seriousness of the finding.

The gaff and the Commission are sengitive to the fact that findings relaing to cross-cutting issues have
the potentid to inject subjectivity into the inspection process. Moreover, | am aware that there have been
some inconggtencies in the use of no-color findings. As aresult, the aff is revisng the guidance so that
cross-cutting issues will be documented only in Stuations thet involve findings that are more than minor in
nature and that can be evauated by the significance determination process.

* * * *

In sum, we recognize that there are some important areas in which the new oversight process would
benefit from revison. We are conducting mid-cycle workshops to obtain feedback, including one in which
Oliver Kingdey and | participated yesterday. The staff is developing internal metrics to assess the
performance of the program. Moreover, areview pand, comprising both NRC staff and externa
sakeholders, will evauate the initid implementation of the program. Our god isto define more precisdy
those areas to which more atention should be given, aswell asto develop possible solutions. While the first
sx months of the Oversight program have generally been successful, we are aware of issues that warrant our
attention. We intend to improve the program asit goes forward.

Longer Range | ssues

Before closing, | would like to share with you some preliminary thoughts about two longer range
Issues that we face together. | will only touch on these now, with the modest objective of getting them on the
table for your thoughtful congderation.

Onelesson | learned quickly when | became Chairman is that too often we are forced by eventsto
focus our attention on the day’ s most immediate problems. We have too little time, if any, to step back from
the current sorm to consider the larger climate, how it might change in the future, and what we need to do to
preparefor it. My point isthat with urgent issues to be addressed every day, we often push consderation of
longer range issues to the future, often not worrying if we will get to the issues
before the future getsto us. | suspect that everyone in this audience has similar experiences.

We have an obligation, however, to make time now to consider longer range issues so that we -- and
our successors -- will be better able to manage the day-to-day issues that arise in the future. | want to
describe two such issues for you now: managing low activity wastes and maintaining the core technica
competence of the NRC. Bothissues are, | would argue, in the vital long-term interests of the nuclear power
indudtry.

Firgt, on the question of low activity wadtes, let me smply note that the future of low level waste
disposd in this country is precarious. Our paoliciesfor low level waste disposal are smply not working. Even
establishing a policy on release of dightly radioactive materids when risks are negligible (currently being
considered under the rubric of “clearance”’) is proving to be difficult. AsaNation, we need to take afresh
look at waste issues with the am of identifying dternative management Strategies -- disposa and reuse -- that
have better chances of success. We have to address these problems sooner or later.



Second, on the question of maintaining the core technical competence of the NRC, et me note that it
isin both the public interest and the regulated industries’ interest that the NRC have the capacity to reach
sound technica judgments efficiently. To be able to respond to changing environments  -- not just in the
nuclear power industry but in other civilian uses of radioactive materids, such asin nuclear medicine -- the
NRC has to be both sophisticated and agile. Y our operations depend, for example, on our ability to write
technically sound, risk-informed rules; to make sound licensing decisions without undue delay; and to conduct
far and meaningful oversight. The public depends on our ability to reach independent judgments on safety.
We dl benefit from a core NRC gtaff that is technically competent in the performance of these tasks and that
is recognized as such.

In my judgment, the current NRC gtaff has the necessary qudifications and skills. The future,
however, is uncertain. We have experienced declining real budgets over a number of years (until the

dight upturnin thisfiscd year). Moreover, we have had aloss of technicdly skilled personnd not only
because of theloss of Full Time Equivaents (FTES) in the budget, but also because budgetary retrenchment
adversdy affectsmorde. Further, we confront an aging demographic profile among our scientists and
engineers. Our financid inability to make grants and contracts to universities has reduced opportunities for
access to that community, as well as for the education and training of future nuclear scientists and engineers.
And the government is chalenged in recruiting the best and brightest. Combined, these circumstances should
rasered flags.

| do not offer solutions to ether the nuclear waste or the technical competency problemsto you this
evening. | mention them now only because such matters should be on the agenda for both the NRC and our
stakeholders and | hope to stimulate your thoughts about them.

Condlusion

I would like to close by emphasizing again that, athough the means by which we seek to attain our
objectives may be changing, our fundamental mission -- the achievement of reasonable protection of public
hedlth and safety -- remains our abiding preoccupation. Our success is dependent on continuous and open
did ogue with those we regulate and with the genera public. | therefore welcome the opportunity to interact
with you.

It has been a pleasure meeting with you this evening. Thank you.



